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n March 19, UBS, Switzerland’s largest bank,

agreed to purchase its long-time rival Credit

Suisse for around USD 3.25 billion. The deal was
brokered by the Swiss government and marks the end of the
166-year-old Credit Suisse’s run as one of the world’s leading
financial institutions.

The bank became a focal point of concern following the
collapse of Silicon Valley Bank, in California, and Signature
Bank, NY. Credit Suisse’s annual report, published just days
after regulators announced the closure of Silicon Valley Bank,
announced it had found “material weakness” in its financial
reporting processes. The report was due to be published a few
days earlier but had been delayed following a call with the US
Securities and Exchange Commission. The day after the report
was published, Saudi National Bank (SNB), Credit Suisse’s top
shareholder, said it would not invest more in the lender.

The combination of Credit Suisse’s annual report and SNB’s
statement led to a spike in Credit Suisse’s credit default swaps,
which in turn prompted further panic and accelerated deposit
outflows, ultimately resulting in a liquidity crisis. A USD 54
billion loan from the Swiss central bank failed to provide an
adequate lifeline, prompting the Swiss authorities to push UBS
to agree to the takeover.

What are the details of UBS’s acquisition of Credit Suisse?

At 3 billion Swiss francs, UBS is paying around 60% less than
Credit Suisse was worth when the markets closed on Friday,
March 17. This means that UBS will pay USD 0.82 of one of its
shares for each share of Credit Suisse, which were trading at
USD 2.01 at closing time on Friday.

The Swiss National Bank pledged a loan of up to 100 billion
Swiss francs (USD 108 billion) to support the takeover. Swiss
regulator Finma provided further support to UBS by ordering
that Credit Suisse’s additional tier one (AT1) bonds be written
down to zero. This decision was greeted with surprise among
Credit Suisse bondholders and led to sharp drops in AT1
bonds in other banks.

What are AT1 bonds, and why are they important?

AT1s are a form of contingent convertible security, or CoCo,
which can be converted into equity if a bank falls below a
certain capital limit. They were created in the wake of the 2008
global financial crisis as a way to transfer banking risk away
from taxpayers and onto bondholders, making it less likely that
a stricken bank will need to be bailed out with taxpayer money.
AT 1s are higher risk than other bonds because if a lender gets
in trouble, the bonds can be converted into equity or written
down to zero.

Finma’s write down of Credit Suisse’s AT1 debt to zero is the
largest ever loss inflicted on AT1 investors. The move was
considered controversial because it ensured that Credit Suisse’s
shareholders will receive some compensation while its AT1
bondholders will receive nothing. Ordinarily, bondholders rank
above shareholders in the capital structure. However, the Credit
Suisse AT1 bonds were something of an outlier in this respect
because the provision was given for a scenario where regulators
could write them down without wiping out shareholders.

There are very few precedents for AT1 bonds to be written
down in this way. The most significant was in 2017 when the
AT1 debt of Spain’s Banco Popular was written down to zero,
but in that case the equity was wiped out at the same time.

What does the write down of Credit Suisse’s AT1 debt
mean for AT1 bonds more broadly?

Following the news of the AT1 write down, CoCo ETFs in other
banks were hit by sharp declines as anxiety rippled across
markets. However, it seems highly unlikely that other European
regulators will write down the AT1 debt of other banks while
compensating shareholders. In a statement on Monday, the
European Central Bank (ECB) clarified that “common equity
instruments are the first ones to absorb losses”, and only after
that would AT 1s be required to be written down. “Additional
Tier 1 [AT1] is and will remain an important component of the
capital structure of European banks,” the statement added.
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However, it is likely that because of Finma'’s action, AT 1
bonds—already regarded as higher risk than other debt—will

be considered even riskier in the future, at least in the near
term. Because AT 1 bonds have no natural buyer base (they

do not sit in the investment grade index or high yield index), it
is possible that previous purchasers of the instruments may in
the future prefer to buy shares instead. However, the full impact

of Finma’s decision on the AT1 bond market more broadly will
only become clear over time.

Did T. Rowe Price have any exposure to Credit Suisse
AT1 bonds?

As of February 28, 2023, T. Rowe Price had zero exposure to
Credit Suisse AT1 bonds in our commingled products.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

To learn more, please visit troweprice.com.
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Important Information

Call 1-800-225-5132 to request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses,
and other information you should read and consider carefully before investing.

This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular investment action.

The views contained herein are those of the authors as of March 2023 and are subject to change without notice; these views may differ from those of other
T. Rowe Price associates. Any views expressed are those of T. Rowe Price Associates, Inc. These views may differ from other T. Rowe Price entities and
associates. Information and data are subject to change.

This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice of any kind,
or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into account the investment
objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before making an investment decision.

Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy. Actual future outcomes may differ
materially from any forward-looking statements made.

Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal. All
charts and tables are shown for illustrative purposes only.
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